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RightTHE PATTERN OF DEVELOPMENT OF PRODUCTION-MEANS -
PRODUClNG DEPARTMENT AND CONSUMPTION-MEANS 
PRODUCING DEPARTMENT IN THE UPWARD 
PROCESS OF THE BUSlNESS CYCLE 
By KATSUHIKO MATSUISHI* 
Introd uction 
The theory of economic crises should be constructed at a higher, more concrete level 
than that of Karl Marx's Capital. Capital has the ultimate task of making clear 'the law 
of economic movement of modern society'l within the theoretical level of 'ideal average'2 
Yet real crisis is a problem beyond it and calls for a higher, more concrete level of treatrAent, 
namely 'Competition of capitals'. Marx himself says: 
"We do not observe the case when it is imposible to sell the volume of produced com-
modlties, crises etc. This belongs to the section of competition." 
"The real crisis can be described only from the real movement of capitalist produdtion, 
competition and credit."8 
Here it is clear that the laws and categories obtained in Capital on 'ideal average' should 
be once more put into the real process of 'competition of capitals' and get transformed into 
more concrete ones. The analysis of the famouse reproduction sheme is not exceptional. 
Individual capitals compete with each other very hard in search of higher profits. This 
cut-throat competition is a determinant motive to lift the business to prosperity and next 
movement to put it down into a crisis. In the real process upward to boom driven by com-
petition, what would be like the relation between two major departments of production 
of society, namely the department producing the means of production and the department 
producing the means of consumptlon ? (We call hereafter the former Department I and the 
latter Department 11 only for the sake of simplicity.) Department I produces goods which 
enter reproduction processes in the form of factories, plants, equipments, machinery and 
materials. In the modern terminology, Department I consists of capital goods and producers' 
goods. Here it should be noted that producers' goods (materials, semifabricated goods, semi-
finished goods) are included only in Department I. Department 11 produces goods which 
* Lecturer (Ko~shi) of Economics, Hitotsubashi University. 
1 K. Marx, Das Kapital. Erster Band, Marx-Engels Werke, Bd. 23, Dietz Verlag, Berlin, 1962, S. 16. 
Preface to the first edition. 
2 K. Marx, Das Kapital, Dritter Band, Werke 25, S. 839. 
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directly enter final consumption of people.) • ' ' '  Departrnent I would develop alone at a high speed independently of Department 11 and 
the latter would , stagnate or shrink independently of fast developping Department I ? -Or, 
the two would develop just in pararel, in the closest relation, depending upon each other 
directly ? Or, Department I would proceed only at a somewhat higher tempo thail Depart-
ment 1.1, though the both two develop in the same direction and comparatively in closer re: 
lation ? What would be the real upward process like ? What kind of a pattern would the _two 
departments draw during the upward swinging phase of business ? The main task of my 
present paper is to clarify this point. . ' -
CHART I THE POSSIBLE RELATIONSHIP BETWEEN DEPARTMENT I AND h 
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Tougan-Baranowsky once insisted the independent development of Department I 
Case 1). So we get started with examining his theory. 
(Chart 1, 
I. Tougan-Baranowsky's Paredox 
Tougan-Baranowsky, 'Father of the modern theory of business cycles', once asserted that 
Department I could develop independently of Department II, no matter how the latter stag-
nated or rather shrank, if the equilibrium between the two departments is maintained. He 
developed his thought to such an extreme in the opposition ' to Simonde de Sismondi. As 
well known, Sismondi argued in his famous book,4 that if capitalists should adopt machinery 
and eliminate labourers instead, final demand would decrease, and consequently the shortage 
of market and an economic crisis would inevitably occur. Tougan-Baranowsky challenged this 
crude under-consumption theory of a crisis, making the best use of 'reproduction sheme' Ieft 
by K..Marx. He refuted saying that if the demand for machinery would increase so much 
as to make up for the decrease of demand for consumer' goods, there would be nd change 
4 Simonde de Sismondi, Nouveaux Prindpes d'Economie politique. The first edition, 1819. , 24 HITOTSUBASHI JOURNAL OF ECONOMICS [February 
in the total demand of society, therefore no shortage Qf market and no economic crisis.6 This 
is merely a tautology, since the answer is hidden in the subjunctive premise. His preposition 
is perfectly right as far as it touches the weak points of Sismondi who fell into the fallacy 
of v+m dogma and ignored the important role of productive consumtion c. 
But Tougan-Baranowsky steps out of this correct proposition and swings to the extreme. 
He takes off 'if', the subjunctive condition in his proposition and refashions it into such an 
absolute dogma that productive consumption can always, any time, at any process of the 
business cycle, replace final demand, so the decrease of social demand, the lack or shortage 
of market, and consequently a crisis never happens. But can productive consumption always, 
at any tirne cover the decrease of final consumption ? It is true that in the upward process 
of business cycles productive consumption is very active and sometimes gets enlarged violently 
at the sacrifice of final consumption. Yet, this is only one aspect of prosperity. One cannot 
regard it as absolute and last for ever. 
Tougan-Baranowsky's dogma is very clear when he assumes the absolute decrease of 
final demand. He says even in that case : 
One finds no excess of products on the reason that the reduction of demand for objects 
of consumption is compensated by the augumentation of demand of means of production. 
One may ask what will be the employ of means of production if the demand for objects 
of consumption diminishes. The answer is not diflicult. The means ofproduction then 
would be used more and more for the production ofnew means of production. Suppose 
all the workers but one will be replaced by machinery. Then this single worker move all 
the colosal mass of machinery and produce with it new machinery and objects of con-
sumption for the capitalist class. The labourer class would disappear, but it does not 
matter at all for the sale of capitalist products. Capitalists would dispose more and more 
objects of consumption and the whole of annual social products would be absorbed by 
the production and consumption by capitalists of the following years.-It is also possible 
that capitalists want to reduce their proper consumption, driven by their passion to accumu-
late. In this case, one would see that production of objects of consumption for capitalists 
should diminish and still larger part of social prodaction should be constituted by the 
means of production destined for the future eapansion ofproduetion . One would produce, 
for example, coal and iron which would serve to augument future stocks of coal and 
iron. Every year's enlarged production ofcoal and iron would absorb the coal and iron 
produced in the previous year, and this would continue untill mines get exhausted.... 
How paradoxical this deduction may appear, one is inevitably brought here with the 
analysis of circulation of capital in the whole of capitalist economy.6 
Now, we clearly see that his hrst proposition is changed into an absolute dogma. We 
call this Tougan-Baranowsky's paradox. The core of the paradox is well exposed in the 
phrases italisized by me in the above-quoted part. If the paradox can be approved all right, then 
all the social products which are more and more increasingly produced in the real process of 
prosperity could be wholly absorbed as additional means of production and productively con-
sumed. The products of Department I would wholly be put back into the same department and 
perfectly consumed. Department I would develop completely independently, regardless of the 
5 Tougan-Baranowsky, Les Crises industrielles en Angleterre, 1913, pp. 215-216. 
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'state of Department II, whether the latter stagnates or shrinks. In this way, the production 
of means of production and productive consumption would have no connection with the con-
sumption of the poor masses limited by the accumulation of capital itself. The contradiction 
between unlimited enlargement of production and narrowly limited consumption of the masses 
which we think of great importance, would be no problem. Therefore, capitalist mode of pro-
duction itself, the exploitation of labourers by capitals would have nothing to do with a crisis 
theory, though crisis is inherent only in capitalist mode of production and is nothing but the 
explosion of all the contradictions of the capitalist system. The Tougan-Baranowsky's paradox 
is indeed a beautiful theory which conceals all the evils of capitalism. The paradox is an 
apologetic theory of endless development of Department I and hence capitalism itself. 
'  he paradox is the conclusion which one inevitably reaches if he chases Tougan-Bara-
nowsky's logic completely. Therefore he should explain the end of prosperity either by 
generalization of partial overproduction of one dep~rtment or by putting up a ceiling of the 
exhaustion of materials or capital. Tougan-Baranowsky is indeed a 'Father of the modern 
theory of business cycles' in this sense. The ghost of Tougan-Baranowsky is still roving 
h' h does not  not only in modern theory but also in one field of marxist theory of a crisis w rc 
take into the consideration the limited consumption of the masses. 
II. Some Problems Involved in Dividing into the Two Major Departments 
Before entering the main subject of this paper, that is to fix the pattern which the two 
major departments draw during the upswing period, we have to raise some important ques-
tions about how to divide a social production into the two major departments, namely means 
of production producing department and means of consumption producing department. 
The first difficulty which faces us at start is that most of statistics (especially official) 
available are not suitable for our purpose. They are mostly given in the form of industry 
classtfication. Industry and department are entirely different categories. 
Let's take an example of textile industry. It is commonly regarded as a typical represen-
tative of consumption goods industry and so should be easily registered as Department II. 
But textile industry includes spinning, weaving and dying-bleaching industry, too. These 
industries should not belong to Department II, but should belong to Department I, because 
they produce materials or unfinished goods destined for further fabrications, not available for 
immediate consumption. We cannot wear yarns or fibres spun, nor cloth woven. Consumers 
can only wear finished products like shirts, coats, socks and underwears. Among textile 
industry, only final products belongs to Department II. 
Let us use Tsusan-Tohei (~~~~i~:~--"-+) or Industrial Statistics Monthly, given by Ministry 
of Industry and Trade of Japan. "Indices of industrial production by special groups (prod-
uction valve weight)" of the Monthly serves our purpose here. According to the weights 
given in the Monthly, only 21% of all the textile products (1965), goes to Department 11 and 
89~ to Department I. 
Machinery industry is also regarded as a typical representative of Department I. But my 
calculation based on the same datum shows that 74~ belongs to Department I and 26~ Depart-
ment ll. Among chemical products, camera films, soap, medicines and so on belong to Depart-
ment II, rather than Department I. Consumer's goods occupies 27~ of all chemicals. (See 26 
TABLE 
HITOTSUBASHI JOURNAL OF ECONOMICS 
l DISPERSION OF VALUES OF COMMODITIES  (1965- Japan) 
[February 
Total :  Mining &  manuf acturing  lOOOO. O 
Source: Industrial Statistics Monthly by Ministry of Industry and Trade (Japan). 
Table 1) In the Monthly, foods are wholly classified as 'consumers' goods', but the same 
flour could be producers' goods' if it is used by bakery. 
Appendix. Table I based on Interindustry Relation Tablefor 1965, Japan, gives different 
ratios of Department' I to II. Textile industry 57.0~ to 43.0~, machinery industry 88.0 to 27  PATTERN OF DEVELOPMENT OF TWO MAJOR DEPARTMENTS DURING PROSPERITY  197l] 
12.0, chemistry industry 87.6 to 12.4 and food industry 15.0 to 85.0. The ratios of Depart-
ment I to 11 greatly differ in the two tables. This is perhaps due to the scope and number 
of items taken. For one thing all the woven textils are supposed not to be used by consumers 
directly, but to be put back again [into reproduction processes as producer goods in the 
Monthly. On the other hand, woven textiles (silk, artificial silk, cotton, spun rayon, synthetic 
fibres, wool and hemp) are divided into Department I to 11 in the Interindustry Relation 
Table. The result of calculation is 6376580 (million yen) to 6111000. That is, 51~ of textile 
industry is producer goods and 49% is consumer goods. Here it is not our purpose to fix 
the exact ratio of Department I to 11 in each industry. 
From the reason stated above, we cannot use for our purpose the Hoffmann's and Wage-
mann's indices, which have long been regarded as precious statistical data for two branches 
analysis. W. Hoffmann defines the industries which produce metals, vehicles, machinery and 
chemicals as capital-goods industries, while the industries which produce foodstuffs, clothing, 
leather goods and furniture as consumer-goods industries7, and gives time series of each 
indices from 1700 to 19508. But this classi'fication is conceptionally different from that of 
Marx's reproduction sheme. E. Wagemann also gives long series of producer's goods indices, 
covering 1860 to 19319. But Wagemann's indices shares the same faults as Haffmann's. 
Both are no good for our division of departments. 
The Hoffmann's indices, nevertheless, is adopted uncritically in the supplementary data 
of The theory and history of crises or ((TeopHa H P1:CTOpHa 3KOHOMHllecKHX KpH3HCOB)> 1959, 
written by a great Russian economist, MeHJleJlbCOH or Mendelison. It is also utilized uncondi-
tionally in Dr. J. Kuczynsky's work.lo Wagemann's indices are utilized by Mendelison and 
E.G. Varga in his famous book, History ofworld economic crises. Dr. Kuczynski also uses 
this indices in his paper. 
Both of Hoffniann's and Wagemann's indices only represent the ratio of heavy and 
bhemical industries to light industries, or the high degree of industrialization. So they have 
nothing in common with our division of the two departments.11 
T W. Hoffmann, The Growth oflndustrial Economies, translated by W. O. Henderson & W. H. Chaloner, 
1958, p. 16. 
8 W. Hoffmann, Wachstum und Wachstumformen der englischen h2dustriewirtschaft, von 1700 bis 
Gegenwart, 1940. 
9 Vierteljahrshefte zur Konjunkturforschung, Sonderheft 31, 1933, S. 56 und SS. 58-61. Producers 
goods here include capital goods, too. 
~o J. Kuczynski, Zur Geschichte der erweiterte Reproduktion unter dem Kapitalismus, Probleme der 
politischen (~konomie, 1957. 
11 Dr. Simon Kuznetz criticizes that Hoffmann's indices are doubtful even if indices are showing the 
trend of rislng industrial structure. "Since the chemlcal industries, with their concentration on fertilizers, 
drugs, textile dyes, gasoline, and residual fuel oil, and the industries omitted from Hoffmann's comparison 
(such as paper and printing, and other wood products) are essentially consumer goods branches, adjust-
ment for them would materially change the level and trends of the ratio of consumer to producer goods. 
Therefore the coefficients and the formulation of the "law" propounded by Hoffmann would have to be 
drastically revised." (Simon Kuznets, Modern Economic Growth, 1966, p. 142.) Prof. Y. Shionoya also 
says that Hoffmann's division is 'misleading as a measure of consumption goods and investment goods 
sectors'. (Yuichi Shionoya, "Pattern of Industrial Growth in the United States and Sweden-A Critique 
of Hoffmann's Hypothesis," Hitotsubashi Journal of Economics. Vol. 5, No. 1. June 1964, p. 53.) The 
latter's paper, however, divides Unfinished further into Department I and 11 according to the form of 
producers' or consumers' goods they take after having turned into finished, so is not good for our pur-
pose. 28  HITOTSUBASHI JOURNAL OF ECONOMICS  [February 
III. Statisticd Analysis (U. S. A.) 
Now, this is high time for us to find the relationship wllich lies between the two major 
departments in the real upward process when the accumulation of capitals goes progressively, 
dnven by hard competition. Statistics available are very limited and mostly belong to the 
period of state monopoly capitalism. But I believe even in that stage trade cycles could be 
TABLE 2 RECLASSIFICATION OF KUZNETS' INTO Two DEPARTMENTS 
Hitotsubashi Journal of Economics recently issued contains a very interesting contribution from Prof. 
W. G. Hoffmann, "The Growth of Industrial Economies", which refutes Prof. Shionoya's criticism, and "A 
Reply to Professor Hoffmann" from Shionoya. Hoffmann argues that the difference between the two 
mainly lies in the treatment of intermediate goods. He says: "In my book I have used only the final or 
ultimate demand, but Shionoya and Lago include the intermediate demand" (p. 113). In spite of this 
statement, he obviously includes the intermediate goods in each of his two sectors in his book, Wachstum 
und Wachstumformen der englischen Industnewirtschaft von 1700 bis zur Gegenwart, 1940, S, 16 und 
SS. 21-22 (British Industry, 1700-1950, translated by W. H. Chaloner and W.O. Henderson, 1965, pp. 
ll-12, pp. 18-19). The intermediate goods such as iron and steel goods, copper goods, timber products 
and dyestuffs are included in producer-goods industries, while cotton yarn, wool yarn, silk yarn, Iinen 
yarn, flour, sugar, malt, paper and leather, which are surely the intermediate goods, are included in 
consumer-goods industries. Whatever he says, as far as he uses industries as indlces of two sectors, it 
is inevitable that the intermediate goods are also involved. It is because i,idustries includes intermediate 
goods in question. He wisely tried to elude this difficulty by omitting those industries most products of 
which are intermediate goods. For one thing, textile yarns (intermediate goods), occupies large percentage 
of value produced in the textile industry, so he 'Ieaves out textile Industries' (p. I13). But think of food 
and chemical industry. They sure contain intermediate goods, as distinctly shown in the text of my paper. 
All the confusions have come about inevitably by using industries for two sectors analysis. Shionoya 
criticizes sharply Hoffmann's weak pojnts. But he himself breaks down intermediate goods Into two 
sectors. Then textile yarns, small sized automobile engines and thin steel plates are consumers' goods. 
Can we consume them ? If we can, why can we not consume the same englnes and steel plates which 
will get into the fabrication of trucks and machines ? The engines and steel plates are goods destined 
for further fabrication and are put back agaln into proclucdon processes. They are means by which pro-
duction is operated. Therefore, they are just the same as machinery in this respect. So we assign the 
intermediate goods to Department I. We do not agree to Shionoya's treatment of the intermediate goods. 
Besides the aim of analysis is entirely different between Shionoya and us. His alm is clarify the real 
phase of industrialization of economy through revising Hoffmann's concept, while ours is clarify the close 
interrelation between the two departments and consequently between production and consumption in the 
course of a business cycle. 29  PATTERN OF DEVELOPMENT OF TWO MAJOR DEPARTMENTS DURlNG PROSPERITY 
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observed and only its forms of manifestation change. Especially this change appears in crises, 
whereas there is not substantially a big change in prosperity of which analysis is our task. 
The 1929 crisis shoock the United States so severely and unprecedently. In this typical 
model, what was the relation between Department I and 11 ? • ~ 
To think it over, Iet's utilize Dr. Simon Kuznetz study. He first classifies all manufac-
tured goods into five major categories; finished, unfinished, construction materials, service-
repairs a'id Inixed. Secondly he divides finished into perishable (durable within six months), 
semidut~able (six months to three years), consumers' durable and producers' durable. Mixed 
is further divided into finished, unfinished and construction material according to its use. 
Here unfu2ished is mostly materials, correspoding to constant circulating capital in the term  f 
o marxist economics. If we rearrange Kuznets classification as shown in Table 2, then we 
can get the value of commodities produced by Department I and 11 every two years from 
What can we say from Table 3 and Chart 2 ? How do the two departments develop dur-







~  ~$  13 




:: 15  ~ 













1919 21 23 25 27 29 31 33 
American economy, as shown in Table 3 and Chart 2, makes a remarkable recovery and 
growth after the 1920 crisis. It takes a rest for a while in 1925-27 and again makes last 
spurt untill it falls into a great crash in 1929. 197l] PATTERN OF DEVELOPMENT OF TWo MAJOR DEPARTMENTS DURrNG PROSPERITY 31 
In the period of the upward swing of business, 1921-29, the growth of Department I is 
really great. It developed 52 points in 1921-23, and 24 points in 1926-29. The average 
annual rate of growth between 1921-29 is 7.5~• On the other hand, Department 11 developed 
34 points in 1921-23 and ll points in 1927-29. The average annual rate of growth between 
1921-29 is 5.0%• So the rate of growth of the Department I is 1.5 times as much as that 
of Department II. 
From the discription one can get the following conclusion about the prosperous process. 
(1) The rate of growth of Department I is higher than Department 11 and the unproportionate 
development of Department I can be clerly observed. 
(2) Yet, Department 11 also develops very rapidly, though not so rapidly as Department I. 
Department 11 follows ~teadily Department I, though Department 11 somewhat lags. 
(3) Consequently, the development of two departments are very closely stuck. 
(4) Therefore, Tugan Baranowsky's paradox which we saw in the previous section is really 
a product of his phantasy and stands up to no testing of the reality. Department II 
never stagnates, nor shrinks. 
After the 1929 crisis, the two departments fall down to great extent hand by hand.' This 
falling process is just a reverse of the rising process. The rate of falling dowh of Depart-
ment I is surely greater than that of Department II, but there is no change in the fact that 
Department 11 shares a destny with Department I. The difference in the movement of De-
partment I and 11 Iies only in that Department I moves more violently than Department II. 
Next, Iet's utilize W. H. Shaw's work. His classification of commodities corresponds to 
Kuznets' (p. 5). To our great regret, statistics taking unfinished into consideration is only 
given in the Census year 1869, 1879, 1899, 1904, 1909, 1914 and 1919. But he gives the 
annual statistics of value of commodities from 1889 to 1939 excluding unfinished. 
'Look at Table 4. Here is given the ratio of the value of unfinished to the total value 
of p~odueer durable and construction materials in the census year from 1869 to 1933 . 
TABLE 4 THE RATIO OF UNFINISHED To PRODUCER DURABLE 
AND CONSTRUCTION MATERJALS 




Source : For 1869-1914, W.H. Shaw. Value of Commodity Output since 
1869, 1947, Table 111' For 1919-1933, see Table 3. 
ratio is pretty stable except 1933 when both replacement and new investment fall to 
and the existing capacity was excessive]y used. The,stability owes to the fact that 
unfinished is in good propotion to capital equipments. So the value of unfinished 32  HITOTSUBASHI  JOURNAL OF  ECONOMICS  [February 
TABLE 5 THE  RELATION  BETWEEN  DEPARTMENT I  AND  II (1889-1939, U. 
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11, 123, 825 
11, 444, 523 
12, 046, 755 
1 1 , 901 , 835 
13, 245, 369 
13, 684, 520 
13, 666, 337 









1 446, 181 






1 932, 784 
2 016,383 





2 464, 650 
2 395, 635 
2 638,988 
2 794,256 
2 900, 185 
2 806,904 
2 732,014 
3 039, 790 
2 975, 566 
2 947, 274 
3 187,572 
3 206, 116 
2 964,235 
3 239.785 
3 867, 785 
4 071,706 






4 973. 552 
4 517, 246 



























l 266. 422 
1 206,267 
1 046,477 







2 650, 887 
2 777, 266 
2 171,3eo 
2 874,589 
3 030. 515 
3 104,642 
2 339.592 
3 577. 125 
4 961.515 
4 639,409 
5 598. 385 
6 184,118 
5 227, 108 
5 634, IIO 
5 932. 335 
4 095, 872 
3 257,012 
2 089, 681 
2 397,700 
3 357, 600 
4 548. 044 
5 680, 600 
6 250,082 
4 rs5,300 
5 414, 800 
1 768 893 
3 479 230 
5 084 386 
5 057 415 
5 466 499 
5 732 342 
5 817 582 
5 621 549 
6 341 213 
6 304 959 
6 806 882 
6 gg4 732 
7 671 728 
7 658 574 
8 593 959 
8 583 996 
9 035 n4 
9 oel 899 
9 462 219 
10 520 258 
10 647 369 
9 781 209 
10 946 833 
n 208 655 
n 821 815 
12 272 072 
12 805 443 
12 654 589 
12 408 031 
13 894, 256 
13 931, 778 
13 768, 120 
14 674, 378 
15 086, 517 
15, 082, 712 
15, 153, 462 
17, 404, 136 
19, 3oe, 9oe 
19, 375, 202 
20, 992, 641 
22, 562, 319 
22, 359, 187 
23, 182, 956 
24, nl, 529 
21, 348, 281 
19, 548, 639 
16, 978, 749 
17, 435, 931 
19, rs7, 055 
20, 593, 826 
22, 885, 969 
24, 151, 421 
21 , 710, 937 
24 090 400 
Sou,~ce: William H. Shaw, Valuc of Conanodity Outpttt slnce 1869, 1947. Table 13. Manufac-
tured products only. 
Note: Unfinished is obtained by multiplying the total of Producer durable and Construction 
,naterials by 2.69. The values given here and Table 3 differ very greatly. For the explanation given 
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can be obtained by multiplying the total of producer's durable and construction materials 
by 2.69 (Table 5). 
First of all, Iet's have a look at the upward process of 1921-29. Obviously, the same 
thing could be said as before. In 1921-29 Department I ~grew 90 points, while Department 
II 70 points. The tempo of Department I is indeed greater, but Department 11 also makes 
a rapid growth and steadily follows the pattern of developing Department I. The unpro-
protionate development of Department I can certainly be afiirmed, but the stagnation or 
shrinkage of Department 11 is false. Both departments fly hand by hand, though Department 
II is a little delayed. 
The pattem which the two draw during the crisis and depression of _1929-33 is symetric 
with the prosperity. Department I fell 112 points, Department 11 55 points. This means the 
relative unproportionate development (minus, this case) of Department I and delayed develop-
ment in somewhat slow tempo of Department II. 
In brief, Tougan Baranowsky's paradox is really a nonsense. Tougan Baranowsky insisted 
that economy would develop endless unless there's unbalance between the two departments, 
since productive consumption would take the place of final consumption and Departnent I 
would put its own prodr;pts into itself and increase automatically, independently, whatever 
condition Department 11 might be, stagnating or shrinking. Our analysis clearly shows this 
assumption is entirely false. 
The pattern which Department I and 11 draw in the course of prosperity is not particular 
in 1920's. In other business cycles of American economy, the same pattern can be observed 
so distinctly. Based on Varga's and Mendelison's research, Iet's mark the years when crises 
occured in Chart 3. In the expanding processes, prior to crises, namely 1881-1892, 1898-
1903, 1904-1907, 1908-1913, 1915-1920, 1934-1937, Department I develops preferablly in com-
parison with Departnent II, and Department 11 develops relatively delayed. The same pattern 
which we hitherto confirmed is true with each prosperous process of a business cycle. 
By the way, just only for reference, Iet's have a glimpse at the 1950-57 prosperous pro-
bess of West Germany. Rudi Gtindel makes a study on the same theme (see Table 6 and 
Chart 4). 
TABLE 6 THE RELATION BETWEEN DEPARTMENT I AND II 
(1951-57, WEST GERMANY) 
Source : Rudi Gilndel. Zur Entwicklung des Widerspruches 
zwischen Produktion und Konsumtion im Verlauf der Aufschwungs-
phase des westdeutschen Nachkriegszyklus, Konjunktur und Krise, 
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1950  52  54 56 57 
TABLE  7 THE  RELATION BETwEEN DEPARTMENT I 
(1922-29, U. S. A.) 
AND II 
Source : Frederick C. 
Note : Index numbers 
Unfinished excluded. 
Mills, Economic Tendencies in the 
of physical volume of production 
United Stotes, 1932, 
of finished goods, 
p. 280. 
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In 1950-57, Department I rose 148 points, while Department 11 I18 points. The tempo 
of growth of Department I is 1.3 times greater than that of Department II. Here also it is 
very clear that Department I does not grow independently apart from Department II, but 
grows in a certain relation with Department II. 
In this study Mr. Gundel is very aware of the difiiculty of dividing into two departments, 
which we discussed in the section II. He cuts off about lO%, 8~, 23% of mining, raw 
materials, investment industry which is commomly regarded as Department I and gives them 
to Department II. Also he includes 60% of consumers industry, 25~ of food and taste in-
dustry, which are regarded as a typical representative of Department II, into Department I. 

















/  / 
1922 1923 1924 1925 1926 1928 1929  1927 
Only finished goods are taken into account and unfinished and construction materials are 
excluded. Yet, we can say same thing again here, too. In the upwardswing period of 1922-
29, Department I rose 70 points at the average annual rate of 6.4~, while Department II 
rose only 31 points at the rate of 3.7~• So the tempo of growih of Department I is about 
2.3 times as great as that of Department II. This fact clearly indicates the lead of Depart-
ment I in growth and the relatively delayed follow of Department II. Department I never 
grows leaving Department 11 far behind. Department 11 also makes a rapid growth. Both of 
the two grow in the same direction. The only one difference existing is the tempo of growth 
in the two departments. 197l]  PATTERN OF DEVELOPMENT OF TWO MAJOR DEPARTMENTS DURING PROSPERITY  37 
IV. Stotisticd Audysis (Japan) 
Now let s examme what pattern the two major departments drew during the so called 
'high growth period' of postwar Japan. We use "Indlces of Industrial Production by Special 
Groups" given every month by Ministry of Industry and Trade. According to it, all the 
products of mining and manufactures are divided into two major categories, Finished goods 
and Producer goods (unfinished goods in Dr. Kuznets' classification), and the former divides 
itself into Investment goods and Consumer goods. Investment goods consists of Capital goods 
and Construction materials. Table 8 shows how this classification of MIT could be rearranged 
into our two departments classification. 
TABLE 8 RECLASSIFICATION OF 'INDICES OF INDUSTRIAL PRODUCTION 
BY SpECIAL GRoUPS' INTO DEPARTMENT I AND II 
In the indices, for example, products of chemical industry and textile industry are sub-
divided into producer goods and consumer goods according to their use, that is whether they 
are used directly to satisfy human wants or not. Therefore, the difflcult problem which I 
mentioned in Section 11 is somehow avoided and the indices surely provides us with good 
means for our two departments analysis. 
But, we cannot say all the problerns are solved. If we look into details, some faults 
come up. I give several examples here. Coal is classified as Producer goods. But it is also 
used as consumer goods, heating water for bath and heating houses. Air-condioners, electric 
fans, cleaners, Iamps are classified consumer goods, though they are also used in corporations 
as capital goods. Passenger cars below 1500cc and motorbycicle below 125cc are classified 
as durable consumer goods. But they are also used in taxi and ordinary corporations as 
capital goods. Paper is classified as consumer goods. But if they are used by publishing com-
panies, newspaper corporations, note-book producers, they will be producer goods. All the 
woven goods are classified consumer goods, though some of them are really used by homes. 
What is more important, all the foods are classified as consumer goods. But in reality, 
butter, powdered and condensed milk, cheese, glutamin soda, wheat flour, sugar, margarine, 
vegetable oil and so on are put into reproduction process again and used as materials (pro-
ducer goods) to make new products. 
Flour is consumer goods if used by a housewife to prepare dinner. But it will be pro-
ducer goods if used by bakers to make bread. In this country mono-sodium glutamate is 38 
used 
f ood 
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in the producing process of soybean sauce (or Syoyu) as seasoning. 
According to Dr. Kuznets, unfinished (producers' goods) occupies 21.9~ on average of 
industry (see Table 9).  12 
TABLE 9 THE RATIO OF U.VFINISHED TO ALL FOODS 
Average  21. 9~o 
Source : S. Kuznets, op. cit., Table 1-3. 
Of course the selection and coverage of goods are different, so we can not use this ratio 
to divide foods in Japanese Statistics. Mr. Gtindel gives 25~ of foods and tastes to Depart-
ment ll3 
Let us use the Interindustry Relation Table for 1965 and break down all the value of 
output of food industry (including tobaccoo, beer etc.) into the two major departments. Table 
I-1 of Appendix shows that 866,096 million yen belongs to Department I and 4,924,803 million 
yen to Department II. The ratio is 15.0~ to 85.0~. So clearly we cannot take it for 
granted that foods are wholly consumer goods. 
Here we are on the deadlock. We want to use MIT's statistics, but they have many 
faults. Should we abandon these data, blarning this is 'Bourgeois Statistics', no good for 
Marxist analysis. We did so for many years in the past. We were apt to bury the capitalist 
realities with 'Burgeois Statistics'. We were too sensitive to faults of 'Burgeois Statistics, and 
gave it up to endeavour to find the truths hidden behind the Statistics. 
We have to be generous to the smaller faults which MIT's statistics have, since they 
12 rl.kl. HHrcOHOBa estimates that from 11.5 to 16, 1~~ of all foods belongs to Department I. She gives 
the following table. 
The ratio of Department I and II, U.S.A. 
Source .' H. kl.H HI(oHoBa, O COOTHOIIJeHHP! npofi3Bo,1:cTBa CpeACTB HpOH3BOACTBa H 
npeAMeTOB noTpe6JleHHH B cuJ:a, B ((OHepl(H no coBpeMeHHofi coBeTCKo~ H 3apy6e,KHofi 
3rcOHOMHKe, BhmycK II, no,X pe!1:al(1~Hefi H.M. 03H06HHa~, MocKba, 1961, cMp. 275. 
18 His source is Wirtschaft u,id Statistik, 4 Jhg., 1952, S. 15. 197l]  PATTERN OF DEVELOPMENT OF TWO MAJOR DEPARTMENTS DURING PROSpERITY 
TABLE 10 THE RELATION BETWEEN DEPARTMENT I AND II 
IN THE HIGH GROWTH PERIOD' (JAPAN) 
1965 = 100 
39 
Sou'ce : Industrial Statistics Monthly (Tsusan-Tokei or ~~i~i~~~"*--f) and General View 
of Mining and 11ldustrial Indices (Kokogyo Shisu Soran or ~;I~i~t~~C~{}~~:), March 1969. 
Notes : The indices are lofhrining~and manufacture onlyL 
are only one data available for two departments analysis and these faults do not necessarily 
hinder a right reasoning. We should be only aware of the limits which data have and try 
to get conclusions. 
So far we have checked MIT's statistics.' Now we turn to our main task. Let's have a 
look at Table 10 and Chart 6. 
Department I and Department 11 make a remarkably steady flight. This really surprises 
us, because Department I is more closely connected with Department 11 than we expected. 
But if we look into details, the same thing as before can be said. In the period from 1957 
crisis to 1961 characterized by 'high growth', Department I rose 32.5 points and Department 
II 23.2 points. The tempo of growth of Department I to 11 is 32.5:23.2=1.4. In the next 
period 1961-65, Department I grew 43.2 points, Department 11 40 points. The tempo of 
Department I to 11 is 43.2:40=1.08. In 1957-1965 together, Department I grew 75 points, 
while Department 11 grew 74.6 points. After 1965 crisis, up to 1969, Department I developed 
91.9 points and Department 11 71.5 points. Here the tempo of development of two branches 
is obviously different. But, it is also clear that Department 11 makes a great advance for 
ward and follows Department I, though relatively delayed. 
After all, here is also confirmed that Department I goes relatively ahead, but Department 
II tries to catch up with Department I. 
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Professor Nihei once argued in his very valuable work which analyzed the postwar 
Japanese capitalism: 
"In the postwar rearranging period, especially in the second stage (1955-1960, inserted by 
Matsuishi), the replantation and origination of new heavy and chemical industries were 
carried out on the basis of the stagnation of existing light industries (and agriculture)-. 
Thus if theoretically expressed, the structura] gap or discrepancy between Department I 
and 11 was formed-."I4 
Then he tries to explain the relative delay of growth or depression in 1900-1965 by the 
structural gap or discrepancy between Department I and II. I think it has a fatal error in 
the division of departments. 'New heavy and chemical industries' and 'existing light indust-
ries (and agriculture)' are, 'if theoretically expressed', changed into 'Department I and II'. In 
fact Table 2 of the paper takes the indices of heavy industries in pig iron and automobiles, 
and the indices of 'existing light industries (and agriculture)' in cotton textiles and rice. 
la Satoshi Nihei, Rearrangement 
ian History, No. 41, Oct. 1968, p. 
41 ~~, 1968~plO;i]{~, 73~~-;;. 
of postwar Japanese capitalism and deepening crisis, 
73. ~L~~~( r~l~;~~~~E~~(D~~~~:~i~~l~:1~q)~~;ffJ 
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Here we have to point out a great confusion in the concept of two major departments. 
As heavy and chemical industrialization is very normal phenomenon of capitalist development, 
one cannot conclude from this 'the structural gap or discrepancy between Department I and 
II'. As we have seen so far, Department 11 never stagnates and Department I does not 
develop on the basis of this stagnation. On the contrary, Department 11 also makes a 
much rapid growth on the basis of the rapid growth of Department II. It is only 'existing 
light industries (and agriculture)', not Department 11 itself, which stagnated. Department II 
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light industries and agriculture' got stagnated. Other branches of Department 11 markedly 
developed instead. Consumer durables or new types of consumers goods took the place of 
old and existing. Think of TV sets, plastic, nylon, acric fiber goods. That is, the structure 
of consumption has changed very much (see, Chart 7). 
But in spite of this inner change, E!epartment 11 expanded rapidly, and this supported 
Department I expand more rapidly. Department 11 also developed rapidly, but Depart-
ment I developed more rapidly and at last ,too rapidly to keep pace with Department II. 
Hence 'the structural and discrepancy between Department I and II' was brought about and 
led Japanese economy to somewhat so-called 'transformation period'. Prof, Nihei's argument 
that Department I grew on the basis of stagnating Department II, and so gap was formed 
between the two departments is really against the fact which Table 10 and Chart 6 indicate. 42  HITOTSUBASHI JOURNAL OF EOONOMICS  [February 
V. Conolusion 
As we saw in Section I, Tougan Baranowsky insisted that social demand never decreases 
even when final demand decreases, if productive consumption increases as much. This 
proposition is just tautology as an answer is already hidden in if. The question lies in if. 
He takes off this tf and believes that productive consumption can always replace all of final 
demand. It is true that productive consumption can replace final demand especially in pros-
perity. But the former can replace the latter only occasionally and partly. It can't be true 
unconditionally. He closes up one aspect of prosperity when productive consumption is very 
active and final consumption is rather relatively depressed, and makes it as absolute. If his 
proposition is always true, all the enlarged products in the reproduction processes are always 
covered with productive consumption, and consequently Department I wili put all of it's own 
products into itself and develop self-conclusively and eternally, no' matter how Department II 
will stagnate or shrink. So with Department I, social production as a whole would develop 
endless unless a ceiling was given from outside. Then, the development and accumulation of 
Department I would have no connection with those of Department 11 and final demands. 
Productive consumption would have nothing to do with final consumption. The contradiction 
of production and consumption is just meaningless. The fundamental contradiction of capitalist 
production, the relation of 'capital and labour', the antagonistic character of accumulation 
would be not associated with 'eruption of all the contradictions', namely crisis. 
So in Section 11 we put the Tougan-Baranowsky's paradox to historical testing and con-
firmed the relationship which lies between Department I and 11 in the course of the upward 
process of the business cycle. The conclusions was derived from the statistical analysis are 
(1) Department I develops more rapidly than Department 11 in the upward phase when the 
accumulation of capitals is accelerated by competition among capitals. 
(2) But Department 11 never gets stagnated, or shrunk, but makes a rapid growth following 
Department I, though somewhat delayed. 
(3) The two departments are in close felationship. The rapid accumulation and development 
of Department I necessarily affects Department 11 and calls for the rapid accumulation 
and development of Department II. 
(4) This relationship is not so rigid, but elastic. So the two can develop to certain point 
rather independently and should be reunified again violently. 
(5) Tougan-Baranowsky's proposition is not true in reality. It is 'midnight dream of summer' 
of a capitalist and hi~ apoligist. Productive consumption can not always and hundred 
percent fullfill final demand. Department I can never develop self-conclusively. It was 
only one possibility. Productive consumption can temporalily take place of final demand, 
but never endlessly. ' 
(6) The fundamental error of Tougan Baranowsky lies in his confusion of Marx's 'reproduc-
tion sheme' which is valid only within the stage of 'ideal average' with the real upward 
swinging process of business cycles. He adopts the 'sheme' unconditionally and plays a 
childlike trick. He decreases one element of the 'sheme' and increases the other, and 
says no change, falling into the illusion that this were as if real competitive process of 197l]  PATTERN OF DEVELOPMENT OF TWO MAJOR DEPARTMENTS DURING PROSPERITY  43 
prosperity. 
In this paper, the close relationship between Department I and 11 has been statistically 
proved. Then next problem is how to explain this relationship theoretically. This is the 
theme of my next paper. 
If the two departments accumulate under this close relationship, then sooner or later will 
close up sharply the 'ultimate cause of crisis', namely the narrow and limited consumption 
of the masses. This is also the theme of my next paper.15 
(June 30, 1970) 
, 
15 We know that there's a long history of controversy about the same theme on the side of so.called 
'Modern Theory' from W. Mitchell's Business Cycles, 1913, to up=t0=date 'Acceleration Principle'. R.F. Harrod 
writes in The 7'rade Cycle, 1936: "It has long been a matter of observation that in the upward phase of 
the trade cycle, activity in the trades producing durable or capital goods increases more rapidly than that 
in the trades producing concurrently consumable goods, and conversely in the downward phase". To 
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Foon INDVSTRl' MLllion )en 
Exports Procure- Total ment I ment 11 ment I ment II  Depart. Depart  ment total total 
total  ~ ~  otal  demand ment ment  I Il 
1 , 10 3, Oe9 7, 317 l, 71'; 5, eol 86, 312 Z81 , 768 23. 4 76. 6 
643 411 "-* 355 188 2, 167 G, ~567 75, 689 8. O 92. O 
1 , 165 1 , O,iS 5, 227 780 4, 447 43, 621 248, 5SO 14. 9 85, l 
1?-, OOO 490 20, OO8 1 , I I I 18* 897 8, 324 141 , 58 5. 6 94. 4 
34, 796 124 53, 094 4, 968 48, 126 41'_. 749 414, 081 9. 4 OO. 6 
2, 837 l, 016 lO, 613 1. 501 9, I12 197, 221 1, 197, 165 W. 1 85. 9 
3, 090 7, 90 20, 108 6' 20* 046 1 , OO3 519, 732 O. 3 99. 7 
184 1'_61 14, 880 Il , 991 2, 889 250, 849 eo, 4<t2 eo. 6 19. 4 
7, 695 3, 567 35, 916 8, 1 16 Z7, 800 18*1,, ggl G2({, 842 22. 6 77. 4 
l , 836 2, 705 33, 678 1 * 790 31 , 888 43 , 972 783, 522 5. 3 94. 7 
O 8t{,623 O O  578 523 4. 04 O 4 , 045 100. O 
l 
370 2,049 ,,-2,889 88 22, 801 l, 887 488, 774 O. 4 99 6 
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Prime movers and boilers 
Fabricatmg and met:ll-fabricating macninery 
Sewiug machines, watches and clocks 
Other industrial machinery and equipment 
Business machmery 
Howshold machinery 
Bau and roller bearings and other common part5 
Electric machinery and equipments 
Household electrie apphances 
Electric bulbs, batteries and wiring devices 
Shipbuilding and repairing 
Railroad ca,rs 
Motor vebicles, cxcept three or twO wheeled 
Repairs of automobiles 
Motor bycicles and bycicles 
Aircraf ts 
Miscellaneous tfansportation equipment 
Precision instruments 
Optical instruments 
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